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Pakistan agriculture credit system consists of formal and informal sources of credit supply. The formal credit sources involve 
financial organizations like Zarai Taraqiati Bank limited (ZTBL) formerly known as Agricultural Development Bank of 
Pakistan (ADBP), commercial banks and cooperative societies. ZTBL is considered one of the biggest financial organizations 
that has contributed in the rural sector of the country. The bank is serving as the prime financial institution. It caters the credit 
needs of farmers for the development and upgradation of agriculture as well as promotion of small-house industries in the 
tural areas. ZTBL provides loans to mostly small farmers of 12 acres of land. The present study was designed to explore the 
effectiveness of these micro-credit loans. Multistage cluster sampling technique was used to select 120 respondents from 2 
towns of tehsil Faisalabad. Questionnaire was designed in English and then translated into local language to collect maximum 
information. SPSS was applied to analyze the data and interpreted in the form of frequencies and percentages. It is found that 
agricultural production increased by loaning and loans directly affected on the farmer life. Most of the farmers of about 
36.7% used loan's amount to purchase the agriculture utilities and some used this amount for other purposes. The study also 
revealed that loanees are mostly from the young age group and educated. It was perceived that rare filed visits of credit 
officers and difficult documentation during loan process were main hindrances for farmers. Some of the farmers have 
perception as ‘it is not good to get loan’ but majority is in the favor. It is concluded that loan cause positive effective on the 
farmer’s life. 
Keywords: Micro-credit loans, ZTBL, Effectiveness, Awareness, Constraints, Farming Community, Faisalabad. 

Pakistan consists of formal and informal sources of credit 
INTRODUCTION supply. Formal credit sources involve financial organization 
like Zarai Taraqiati Bank limited (ZTBL) formerly known as 
Agricultural Development Bank of Pakistan (ADBP), 
commercial banks and cooperative societies. Recently, non- 
government organizations (NGOs) are also advancing in 
agricultural credit to the rural communities (Iqbal ef al., 
2003). ZTBL is the premier financial institution for the 
development of agriculture sector through provision of 
financial services in the country which was established as a 
public limited company on 14" December 2002 through 
retracts of ADBP ordinance of 1961. 
The bank continuously worked as the prime financial 
institution to the credit needs of farmers for the development 
and upgrading of agriculture as well as promoting small 
house industries in the rural areas. The bank serves about 
0.45 million farming community annually and carve up 





Agriculture is one of the distinct leading sector, a control 
motivating force for growth and the most important source 
of living for 66 percent of the country’s population. It 
contributes 21.4 percent of the GDP and 45 percent of labor 
force from all over the country. Any development in 
agriculture will not only help the country’s economic 
growth but also benefit to the farmers income as well as 
beneficial for other population of country (GOP of Pak, 
2013). A remarkable growth rate in the economy will be 
achieved by consistently increasing in agriculture growth 
rate. It can be achieved by improvements in agriculture 
sectors i.e. improvement of existing infrastructure facilities, 
supply of enhanced irrigation water, land reclamation, 
transportation and other inputs like seed, fertilizer, 
pesticides etc. The required improvement calls for additional papncae de 
funds that increased the farm credit need of farmers to around 34% of the total institutional glory. The several 
provide them the desired amount of quality inputs capable financial products and delivery mechanisms such as General 
of ensuring the higher growth rates (Ahmad, 1992). Agricultural Credit System, Revolving Finance Scheme, 
Therefore, agriculture credit is an essential element for  AWami Zarai Scheme, Sada Bahar Scheme, One Window 


modernization in agriculture. Agriculture credit system in Operation and General Credit Schemes have been 
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Micro-Credit Loans of Zarai Taragiati Bank Limited 


introduced over the years (ZTBL, 2006). The bank provides 
loans under Awami Zarai Scheme on the basis of crop types 
like rabi and kharif crop, vegetables and orchard crops. 
Under Awami Zarai Scheme, the loans are basically 
production loans having maturity period up to 14 months. 
The loans are sanctioned for the agricultural inputs, 
orchards, tractors machinery, tubewell and _ irrigation 
facilities (ZTBL, 2006). 

In past a number of surveys were carried out to get insight 
into the obstacles faced by farming community especially 
about financing. In a study conducted by Aamir (2002), 42% 
of respondents designated lack of capital, information, non- 
availability of quality seed and credit facilities, bad 
marketing system and other miscellaneous factors as 
hindrance in the adoption of recommended broiler 
production management technology, which was also 
justified by Jamal (2005) and Fabiyi et al. (2007). It was 
justified that Ministry of Food & Agriculture was correct 
when it announced the increase in the credit line because 
farmers were facing many problems during and after 
harvesting due to inadequate supply of loans. During the 
harvest they get loans from the middle man to fulfill the 
requirements but after harvesting, these middle men get 
their crop on marginal rates as compared to the market, 
imposing high interest rate (Rizivi, 2001). At the same time, 
small farmers and the landless do not have sufficient sources 
and resources to increase their production fulfilling their 
needs. Therefore, most of the farmers get loans from small 
institutions which have more interest rate and afterwards it 
becomes very difficult to pay back the loan (Sharma, 2001). 
On the other side, farmer’s behaviour in loan repayment was 
strongly unfair by their aptitude, character, body language 
and motivations (Sjah et al., 2003, Shakoor, 2003). Usually 
they are more reluctant to return back the installments of the 
loan borrowed. For ease of farmers, banks has taken some 
good steps i.e. simplification of loan assessment for small 
loans, alleviating the need for loan applicants to provide 
detailed business plans and financial statements by the help 
of loan credit officer (Hammond, 2003). 

Launching of supervised agricultural credit scheme by the 
government acts like painkiller to the farmers. The role of 
ZTBL has been significant with respect to credit 
disbursement as nearly two thirds of the agricultural credit 
available in the country is contributed by ZTBL (Naveed, 
2003). In a report, Pakistan microfinance is gaining 
importance as an effective tool of social mobilization and 
poverty alleviation (SBP, 2005). In present time many 
institutions are working in rural support as well as micro 
financing. The main objective of the research was to find 
out the utilization of the micro-credit loans by the farmers 
keeping in view their awareness to these and problems in 
obtaining the micro-credit loans. 

Mostly farmers make use of loan amount in agri-business, 
purchasing livestock, construction of animal sheds, poultry 
farming, seed, fertilizer and pesticides (Choudhary, 2006). 
Fayaz and his colleagues (2006) found that ZTBL credit 
scheme had optimistic consequence on crop production and 
income of farmers and it is an effective tool for development 
of agriculture sector. Moreover, credit not only fulfills the 
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needs of farmers but also gives incentives to adopt modem 
technologies (Gul and Khan, 1993; Olagunju, 2007). Ahmed 
(2007) pointed out an important issue that credit was not 
disbursed in time or exactly at the time of sowing. Based on 
this study, it is therefore recommended that economic 
policies that will ensure provision of credit to the farmers in 
the study area should be placed. 


MATERIALS AND METHODS 


Sampling procedure: Multistage cluster sampling technique 
was used to select 120 respondents. For data collection 
purpose two (2) out of four (4) towns were selected. Tehsil 
Faisalabad consists of four (4) towns, two (2) towns were 
selected randomly. From each town (two) 2 rural union 
councils were selected randomly. Then from each selected 
UC 3 villages were drawn randomly and from each selected 
village 10 respondents (loan recipient) were taken out by 
using simple random sampling technique. In this way the 
120 respondents were selected for this study. Interview 
schedule refers to the questionnaire formulated according to 
the requirement of the research objectives. It is technical 
procedure to construct the interview schedule consisted of 
structured and unstructured question, prepared in the 
English, but at the time of interview, local language was 
used to ask the question from the respondents. The question 
focused on the background information about agriculture 
and problem relating to agriculture. The researcher tries his 
best to get as close to the fact as possible. The interview 
schedule was pre-tested on 20% of the total respondents. As 
a result of pre-testing, necessary amendments were 
incorporated to give it final shape. The farmers were 
approached at farms and homes and information was 
collected in a very friendly way. Even though the interview 
schedule was prepared in English, the interviews were 
conducted in Punjabi and Urdu language to make it easy and 
understandable for the respondents and every effort was 
made to get the required information with maximum 
accuracy. 

Statistical analysis: The data were analyzed with the help of 
Statistical Package for Social Sciences (SPSS). Descriptive 
statistical such as frequencies, percentages, means, standard 
deviations and rank order were used for interpretation of the 
data. In order to know the relative ranking of various 
factors, their weighted scores were calculated by 
multiplying the score value allotted to each category of the 
scale with frequency count. Means were calculated as sum 
of values divided by number of observations. Then, factors 
were ranked taking their mean value into consideration. 


RESULTS AND DISCUSSION 


Socio-economic characteristics of the respondents in study 
area Study results depicted that 28.3% selected farmers 
belonged to age group up to 35 years while about one-third 
of them belonged to age group 36-45 years. Mean age of the 
respondents was 42.50 years with standard deviation 8.95 
years, indicating that the majority of the respondents 
belonged to middle age group (Figure la). Majority of 
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farmers belong to Jutt caste and 10 percent are other castes 
including Joya, Kharal or Pathans. Mostly respondents 
(61.7%) in the study area were related to the Agriculture 
occupation, while others had government/private (25.8%) 
job (Figure 1c). Which shows that majority of respondents 
dependent on agriculture and according to results credit 


policy might be very crucial for the farming community 
because in rural areas, cultivation of the soil became a main 
source of income due to under education rate as mentioned 
in the figure (1g), more farmers were illiterate or with 
primary level education. 
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Figure 1: Socio-economic attributes of the respondents 


Figure 1 (g) shows that only 11.7% of the respondents were 
with education level above matric, which might be the 
reason for higher dependence on loans due to substandard 
education causing unemployment. Major portion of the 
respondents (79%) were having their Pacca (concrete) house 
(Figure 1h) with 4 to 6 rooms on an average (Figure 2b) 
depicting good housing facilities. Figure 2 (a) shows that 
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mostly farmers owns the animals in the range of 2 to 5, with 
very little portion (13%) having no livestock. In old era 
there was no toilet facilities in village houses, mostly people 
went outside for the toilet but now 90 percent farmer 
community have toilet facilities in their houses (Figure 2c) 
which shows that the farmers are adopting the customs of 
the new era and enjoying the easy life. 
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Figure 2: Socio-economic attributes of the respondents 


In study area, 64.2 percent of the respondents were owner 
cultivators, while little percentage (15%) was _ tenants 
(Figure 2d). About 50% of the responds community was 
with the land size of 6-12 acres and only 18% crossing 12 
acres (Figure 2e). Figure (2f) shows that majority 
respondents cultivate 4-8 acres of land with rest land as 
uncultivated. The source of income in the rural areas 
depends upon the cultivated land rather than uncultivated 
land. Regarding type of animals kept by the respondent 
community, mostly farmers have 1-2 buffaloes and cows 
(60 and 36% respectively) and little contribution is from 
sheep and goat (Figure 2g). This condition expressed that 
they have no other option for their loss compensation, by 
this reason they are used to grabbed by middle man 


32 


affecting negatively on their income by giving them the loan 
on very high interest rates. So, the bank is the only option 
providing the credit loan policy regarding livestock and 
agriculture which could reduce the poverty level. 

Perception of respondents regarding loaning scheme and 
amount provided by ZTBL 

Major portion of respondents community (55%) demanded 
the amount range 25000-50000 in Rupees and they were 
sanctioned with the amount half less than that of demanded. 
There was only 24% respondents that demanded loan value 
above Rs. 50000 (Figure 3a). It explains that farmers 
demanding 25000-50000 rupees which might not enough for 
a good agriculture as Ikram (1994) concluded that 
agriculture is commercialized and requires large dose of 
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capital for its different operations. The farmers, particularly 
the smaller ones, are unable to arrange funds from their own 


recourses because of low income. 
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Figure 3: Perception of respondents regarding loaning scheme provided by ZTBL. 


On the other side, 60% respondents were getting loan on 
12% interest rate and remaining at 8% and their trend of 
availing loan amount was increased in year 2013 (Figure 3b 
& c). Small institutions lending the loan amount is the main 
reason for high interest rate that is very difficult for 
borrowers to pay back the loan. On the other hand the big 
institution’s loans are demand oriented and it is very 
difficult to secure a loan (Sharma, 2001). High penetration 
of banks in farming community through loan policy at low 
interest rate with easy installments is need of the hour to 
benefit farming community. Whereas, the acquisition of 
loans has increased with the passage of time because of the 
adoption of modern technology. Gul and Khan (1993) 
emphasized that ease of use of loan helps farming 
community to purchase important inputs, machinery and 
equipment required for agricultural operations. Small 
finance for agriculture would also make easy growth in 
service and output. 

Figure (3d) indicates that 81.7% respondents were paying 
installments regularly, while only 18.3% paid not at time. 
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Shakoor (2003) predicted that the small farmers at this time 
had more hunger for loan but unfortunately due to large 
unemployment the farmers cannot meet their needs so they 
use to get loan and fulfill their requirements, but when the 
time to pay back they feel very difficult as they are with 
empty pockets and have never more. Whereas, majority of 
respondent i.e 83.3% were utilizing loan for all types of 
inputs purchase while only 16.7% were purchasing just seed 
and fertilizer from sanctioned loan (Figure 3e). In modern 
agriculture system, a lot of changes has been occurred, in 
example, we might not get good production only by using 
fertilizers or irrigation because studies showed that 
profitable agriculture requires good seed, pesticides and all 
types of inputs like advance irrigation system and 
fungicides. In our study, we found that most of the 
respondents getting loans for new technology inputs. Gul 
and Khan (1993) emphasized that credit not only fulfills the 
needs of farmers but also gives incentives to adopt modem 
technologies. 

Utilization of micro-credit loans by farmers 


Micro-Credit Loans of Zarai Taragqiati Bank Limited 


Almost one third portion of the respondents (36.7%) were 
utilizing loan to fulfill their actual purpose of loan, while 


50% of the respondents were using it for their dependent’s 
marriage and for construction purposes (Figure 4a). 
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Figure 4: Utilization of micro-credit loans by farmers. 


On the other hand, results showed that household income 
was increased among the 61% respondents community 
(Figure 4b). From loan amount they may be able to adopt 
modern techniques on their farms ultimately increasing 
production and income. While rest of the respondents 
community (38.3%) were not able to increase their income 
due to insufficient loan amount with high interests for very 
little span of time (Figure 4c). These reasons were 
highlighted by Rafiq (1996) that supervised agricultural 
credit program should be diverted towards the young, 
educated people of small farmer families to get more 
benefited in terms of income. Mostly farmers were in the 
view that access to loan giving bank branches (Figure 4d). 
Easy access to credit institute might have a positive impact 
on farmer’s income as suggested by Chopra (1998). 


Constraints faced by farmers in obtaining micro-credit 
loans: 

Major portion of the respondents were receiving rare visits 
of filed staff to their farms to cope up with their difficulties 
(Figure 5a) which might be the reason for less agricultural 
productivity and present conditions of the farming 
communities in study area. Whereas, the farmers that are 
receiving regular visits said that behavior of field staff was 
normal with them (Figure 5b) and mostly farmers (70%) 
were in perspective that loan giving branch manager deals 
with them very friendly that uplifts the confidence level of 
farmers (Figure 5c). Friendly behavior might make easy 
repayment because in rural areas, people like traditional and 
friendly communication and it might be helpful for 
increasing the clients. 
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Figure 5: Perceptions of farmers about field staff and branch manager behaviour. 


One of the major constraint was that 60% respondents had 
opinion about documentation process is difficult for them in 
applying and pursuing the loan (Figure 6a), which is 


demotivation to them. As our respondent community was 
not so educated (Figure 1) so easy documentation might be a 
possible motivation factor for such a community. 
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Figure 6: Constraints faced by farmers in obtaining micro-credit loans. 


Whereas, mostly farmers were in perspective that loan 
process and cash payment process is normal and in time for 
them (Figure 6b & c). Bribe during the allocation of loan 
amount to farmers is another significant constraint to obtain 
the micro-credit loans, because 58% respondents were in 
perspective that sometimes officers ask for bribe to give the 
loan amount (Figure 6d). This can be justified by the reason 
that more farmers use to get loans by their personal relations 
or through illegal way like bribe which then push small and 
middle farmers toward the middleman for credit loan on 
high interest. Therefore, 75% respondents had a view that 
interest rate for micro-credit loans is very high (Figure 6e). 
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Figure (6f) showed that majority of respondent i.e. 59.2% 
had opinion that recovery process for the sanctioned loan 
amount is normal, while 15.8% had opinion that its difficult. 
Recovery procedure could be affected by different factors 
like education, as Rafiq (1996) suggested that supervised 
agriculture credit program should be diverted towards the 
young educated people of small farmer families. The results 
concluded that educated farmers might be well known how 
to use the loan amount in modern agriculture which make 
easy to repayments. 

Bi-variate analysis 


Micro-Credit Loans of Zarai Taragiati Bank Limited 


Hypothesis 1: There is an association between age of 
the respondents and effectiveness of micro-credit loans 
provided by ZTBL 

Chi-square value (0.24) shows a non-significant association 
between age of the respondents and their income increase 
after availing micro-credit loans provided by ZTBL. It 


means young respondents were gaining more income as 
compared to old age respondents, but relationship is non- 
significant. So the hypothesis “There is an association 
between age of the respondents and effectiveness of micro- 
credit loans provided by ZTBL” is rejected. 


Table 1: Association between age of the beneficiaries of micro-credit loans provided by ZTBL 

















I i Total 
Age of the respondents (in aaa or 
years) No Yes 
13 21 34 
Up to 35 
pe 38.2% 61.8% 100.0% 
36-45 15 27 42 
35.7% 64.3% 100.0% 
18 26 44 
anONe 40.9% 59.1% 100.0% 
Total 46 74 120 
38.3% 61.7% 100.0% 
Chi-square = 0.24; d.f. = 2; P-value = .884NS; NS = Non-significant 
Hypothesis2: There is an_ association between  ZYBL as compared to illiterate respondents. Table also 


education of the respondents and effectiveness of micro- 
credit loans provided by ZTBL 

Chi-square value (33.02) shows a_ highly-significant 
association between education of the respondents and their 
income increase after availing micro-credit loans provided 
by ZTBL (Table. 2). That means educated respondents were 
gaining more income after taking micro-credit loan from 


shows that majority (82.8%) illiterate respondents reported 
that their income was not increased after availing loan, 
while majority of the literate respondents told that their 
income was increased after taking loan. So the hypothesis 
“There is an association between education of the 
respondents and effectiveness of micro-credit loans 
provided by ZTBL” is accepted. 


Table 2: Association between education of the respondents and their income increase after availing micro-credit loans 























provided by ZTBL 
: Income increase Total 
Education 
No Yes 
Illiterate on 2 ze 
82.8% 17.2% 100.0% 
Primar - an 2 
y 20.0% 80.0% 100.0% 
5 19 24 
Middl 
aii 20.8% 79.2% 100.0% 
7 21 28 
Mid 
pit 25.0% 75.0% 100.0% 
5 9 14 
phovematae 35.7% 64.3% 100.0% 
me 46 74 120 
38.3% 61.7% 100.0% 


Chi-square = 33.02; d.f. = 4; P-value = .000**; ** = Highly significant 


Hypothesis- 3 There is an association between size of 
land holding of the respondents and effectiveness of 
micro-credit loans provided by ZTBL 

Chi-square value (17.48) shows a_highly-significant 
association between size of land holding of the respondents 
and their income increase after availing micro-credit loans 
provided by ZTBL. That depicts small farmers were gaining 
more income after taking micro-credit loan from ZTBL as 
compared to large farmers. Table values also shows that 


majority (67.6%) small farmers (less than 6) reported that 
their income was increased after availing loan, on the other 
hand majority (77.3%) of the large farmers (above 12) 
respondents told that their income was not increased after 
taking loan. So the hypothesis “There is an association 
between size of land holding of the respondents and 
effectiveness of micro-credit loans provided by ZTBL” is 
accepted. 


Table 3: Association between size of land holding of the respondents and their income increase after availing micro- 


credit loans provided by ZTBL 
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Size of land holding (acres) Income increase Total 
No Yes 
12 25 37 
Less than 6 
32.4% 67.6% 100.0% 
17 44 61 
6-12 
27.9% 72.1% 100.0% 
17 5 Dy 
Above 12 
77.3% 22.7% 100.0% 
46 74 120 
Total 
38.3% 61.7% 100.0% 





Chi-square = 17.48; d.f. = 2; P-value = .000**; ** = Highly significant 


Hypothesis -4 There is an association between loan 
amount and effectiveness of micro-credit loans provided by 
ZTBL 

Chi-square value (23.36) shows a_ highly-significant 
association between loan amount of the respondents and 
their income increase after availing micro-credit loans 
provided by ZTBL (Table. 4). It means loan amount 
positively associated with the increase in income. Results 
from table also showed 39 respondents out of 120 had up to 


Rs. 25000 loan amount, out of 39, 69.2% percent of them 
told that their income was not increase, whereas 20 
respondents had above 50000 loan amount, out of 20, a 
majority 75.0 percent of the respondents told that their 
income was increased. So the hypothesis “There is an 
association between loan amount and effectiveness of 
micro-credit loans provided by ZTBL” is accepted. 


Table 4: Association between loan amount of the respondents and their income increase after availing micro-credit 














loans provided by ZTBL 
Loan amount (Rs.) Income increase Total 
No Yes 
Dif, 12 39 
Up to 25000 
69.2% 30.8% 100.0% 
14 47 61 
25001-50000 
23.0% 77.0% 100.0% 
5 15 20 
Above 50000 
25.0% 75.0% 100.0% 
46 74 120 
Total 
38.3% 61.7% 100.0% 





Chi-square = 23.36; d.f. = 2; P-value = .000**; ** = Highly significant 


Loaning history was very old, no one can give the exact date 
of its initiation. In Pakistan it was started when Zarai 
Taraqgiati Bank Limited (ZTBL) formally known as 
Agriculture development Bank was developed. State Bank 
of Pakistan has allowed the private and commercial banks to 
give the loans to the famers, now the disbursement of 
agricultural credit by banks increased 12% to 140.32 billion 
in the first half (July-December) of the fiscal year 2013. 
Zarai Taraqiati Bank Limited (ZTBL), the largest 
specialized bank, provided loans of Rs. 19.28 billion to the 
farmers, down 8.39% from a year ago. 


CONCLUSION AND RECOMMENDATIONS 


It is concluded that beneficiaries of the loan amount were 
medium aged with substandard education level. Also they 
were with small land holdings and is the reason they were 
sanctioned the low amounts of loan. Moreover, there were 
prevailing number of constraints faced by the farming 
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community that hinders the agricultural productivity. It was 
also evaluated that loan amount is vital in the production of 
crops as well as maintain of living standard of the farmers. It 
also evaluated the effectiveness of micro-credit loans 
provided by ZTBL under Awami Zarai scheme to the 
farmers of Faisalabad district. In conclusion, Awami Zarai 
Scheme under ZTBL offers farmers an excellent aid in form 
of loan for better managing production, gross margin and 
increase net returns. It also reduces net return variability 
from year to year to farming operation. Farmers were 
focusing to increase the production of their crop as well as 
income and living standard of their life. However, the 
analysis shows that less amount of loans have contributed 
very minimally to the improvement of farmer living 
standard, income as well as production of crop. Therefore, it 
is suggested to adopt loan scheme through which farmers 
should able to increase the production gross margin and 
ultimately net returns. Farmers were unaware of proper 
process of getting loans and related interest rate. For the 
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promotion of loan scheme following strategy should be 

adopted. 

1- The topmost difficulties and constraints as reported by 
the respondents were illegal demands of revenue 
department, complicated procedure and _ time 
consuming process. Moreover, they highlighted the 
similar points in their suggestions that theses above 
mentioned aspects should be given due check. So, 
Govt. and the bank should control the illegal demands 
or “Patwari and Qanongoes” by monitoring their 
activities. Complicated procedure can be simplified by 
eliminating the unnecessary documents and by 
updating the application form. Some solid steps need to 
be taken to eliminate the chance of delayed delivery of 
agricultural loan. 

2- The major source of awareness to the respondents was 
fellow farmers and T.V. MCOs (micro credit officers) 
should be activated for creating awareness among the 
farmers about the schemes and about the term and 
conditions. 

3- Amount against each claim should be increased to 
facilitate farmers to increase their level of income. The 
bank must provide incentives to those farmers who 
repay the loan with in specified period of time may be 
in the form of interest rate, and also take steps against 
those who don’t pay and stop advancing further loan to 
them. 

4- The efficiency of other banks should also be improved 
by lowering the interest rate. It should also facilitate the 
farmers and also a relief for ZTBL. 

5- The bank should provide proper guidelines to the 
farmers about the loaning scheme. 

6- Credit should be sanctioned according to the need of 
the farmers. 
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